































































































































































































































































































Exhibit JRW-B1

Analysts' Long-Term Projected EPS Growth Rate Analysis
Page Sof 6

Panel A
Long-Term Forecasted Versus Actual EPS Growth Rates
Electric Utility Companies
1988-2008
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Exhibit JRW-B1

Analysts' Long-Term Projected EPS Growth Rate Analysis

Panel A

Page 6 of 6

Value Line 3-5 year EPS Growth Rate Forecasts

Average Number of Negative | Percent of Negative
Projected EPS EPS Growth EPS Growth
Growth rate Projections Projections
2,333 Companies 14.70% 43 1.80%
Value Line Investment Survey, June, 2012
Panel B
Historical Five-Year EPS Growth Rates for Value Line Companies
Average Number with Negative Percent with
Historical EPS | Historical EPS Growth | Negative Historical
Growth rate EPS Growth
2,219 Companies 3.90% 844 38.00%

Value Line Investment Survey, June, 2012
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Appendix C
Building Blocks Equity Risk Premium

A. THE BUILDING BLOCKS MODEL

Ibbotson and Chen (2003) evaluate the ex post historical mean stock and
bond retumns in what is called the Building Blocks approach.! They use 75 years
of data and relate the compounded historical returns to the different fundamental
variables employed by different researchers in building ex ante expected equity
risk premiums.k Among the variables included were inflation, real EPS and DPS
growth, ROE and book value growth, and price-earnings (“P/E”) ratios. By
relating the fundamental factors to the ex post historical returns, the methodology
bridges the gap between the ex post and ex ante equity risk premiums. Ilmanen
(2003) illustrates this approach using the geometric returns and five fundamental
variables — inflation (“CPI”), dividend yield (“D/P”), real earnings growth
(“RG”), repricing gains (“PEGAIN”), and return interaction/reinvestment
(“INT”).® This is shown on page 1 of Exhibit JRW-C1. The first column breaks
down the 1926-2000 geometric mean stock return of 10.7% into the different
return components demanded by investors: the historical U.S. Treasury bond
return (5.2%), the excess equity return (5.2%), and a small interaction term
(0.3%). This 10.7% annual stock return over thé 1926-2000 period can then be
broken down into the following fundamental elements: inflation (3.1%), dividend
yield (4.3%), real earnings growth (1.8%), repricing gains (1.3%) associated with

higher P/E ratios, and a small interaction term (0.2%).

! Roger Ibbotson and Peng Chen, “Long Run Returns: Participating in the Real Economy,” Financial Analysts
Journal, (January 2003).

? Antti Ilmanen, Expected Returns on Stocks and Bonds,” Journal of Portfolio Management, (Winter 2003), p. 11.
C-1
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Appendix C
Building Blocks Equity Risk Premium

The third column in the graph on page 1 of Exhibit JRW-C1 shows current

inputs to estimate an ex ante expected market return. These inputs include the
following:
CPI ~ To assess expected inflation, I have employed expectations of the short-
term and long-term inflation rate. Long-term inflation forecasts are available in
the Fedéral Reserve Bank of Philadelphia’s publication entitled Survey of
Professional Forecasters. While this survey is published quarterly, only the first
quarter survey includes long-term forecasts of gross domestic product (“GDP”)
growth, inflation, and market returns. In the first quarter 2014 survey, published
on February 15, 2014, the median long-term (10-year) expected inflation rate as
measured by the CPI was 2.30% (see Panel A of page 2 of Exhibit JRW-C1).

The University of Michigan’s Survey Research Center surveys consumers
on their short-term (one-year) inflation expectations on a monthly basis. As
shown on page 3 of Exhibit JRW-C1, the current short-term expected inflation
rate is 3.3%.

As a measure of expected inflation, I will use the average of the long-term

(2.3%) and short-term (3.3%) inflation rate measures, or 2.80%.

D/P — As shown on page 4 of Exhibit JRW-C1, the dividend yield on the S&P
500 has fluctuated from 1.0% to almost 3.5% from 2000-2010. Ibbotson and
Chen (2003) report that the long-term average dividend yield of the S&P 500 is
4.3%. As of September 2014, the indicated S&P 500 dividend yield was 2.0%. 1

will use this figure in my ex ante risk premium analysis.

C-2
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Building Blocks Equity Risk Premium

RG - To measure expected real growth in earnings, I use the historical real
earnings growth rate S&P 500 and the expected real GDP growth rate. The S&P
500 was created in 1960 and includes 500 companies which come from ten
different sectors of the economy. On page 5 of Exhibit JRW-C1, real EPS growth
is computed using the CPI as a measure of inflation., The real growth figure over
1960-2011 period for the S&P 500 is 2.8%.

The second input for expected real earnings growth is expected real GDP
growth. The rationale is that over the long-term, corporate profits have averaged
5.50% of U.S. GDP.> Expected real GDP growth, according to the Federal
Reserve Bank of Philadelphia’s Survey of Professional Forecasters, is 2.6% (see
Panel B of page 2 of Exhibit JRW-C1).

Given these results, I will use 2.75%, for real earnings growth.

PEGAIN — PEGAIN is the repricing gain associated with an increase in the P/E
ratio. It accounted for 1.3% of the 10.7% annual stock return in the 1926-2000
period. In estimating an ex ante expected stock market return, one issue is
whether investors expect P/E ratios to increase from their current levels. The P/E
ratios for the S&P 500 over the past 25 years are shown on page 4 of Exhibit
JRW-C1. The run-up and eventual peak in P/Es in the year 1999 is very evident
in the chart. The average P/E declined until late 2006, and then increased to
higher high levels, primarily due to the decline in EPS as a result of the financial
crisis and the recession. As of September, 2014, the average P/E for the S&P 500

was 16.75X, which is above the historic average. Since the current figure is

*Marc. H. Goedhart, et al, “The Real Cost of Equity,” McKinsey en Finance {Autumn 2002), p.14.
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Appendix C
Building Blocks Equity Risk Premium

above the historic average, a PEGAIN would not be appropriate in estimating an
ex ante expected stock market return.

Expected Return formBuilding Blocks Approach - The current expected

market return is represented by the last column on the right in the graph entitled
“Decomposing Equity Market Returns: The Building Blocks Methodology™ set
forth on page 1 of Exhibit JRW-C1. As shown, the expected market return of
7.55% is composed of 2.80% expected inflation, 2.0% dividend yield, and 2.75%
real earnings growth rate.
This expected return of 7.55% is consistent with other expected return
forecasts.
1. Inthe first quarter 2014 Survey of Financial Forecasters, published on
| February 15, 2014 by the Federal Reserve Bank of Philadelphia, the
median long-term expected return on the S&P 500 was 6.43% (see
‘Panel D of page 2 of Exhibit JRW-C1).
2. John Graham and Campbell Harvey of Duke University conduct a
quarterly survey of corporate CFOs. The survey is a joint project of
Duke University and CFO Magazine. In the June 2014 survey, the
mean expected return on the S&P 500 over the next ten years was
6.6%."

B. THE BUILDING BLOCKS EQUITY RISK PREMIUM

* The survey results are available at www.cfosurvey.org.
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Appendix C
Building Blocks Equity Risk Premium

The current 30-year U.S. Treasury yield is about 3.25%. This ex ante
equity risk premium is simply the expected market return from the Building

Blocks methodology minus this risk-free rate:

Ex Ante Equity Risk Premium = 755% - 325% = 43%

This is only one estimate of the equity risk premium. As shown on page 6
of Exhibit JRW-11, I am also using the results of many other studies and surveys

to determine an equity risk premium for my CAPM.
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Building Blocks Equity Risk Premium

Pagelof 5
Exhibit JRW-C1
Decomposing Equity Market Returns
The Building Blocks Methodology
7.55%
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Building Blocks Equity Risk Premium

Page2 of 5
Exhibit JRW-C1
2014 Survey of Professional Forecasters
Philadelphia Federal Reserve Bank
Long-Term Forecasts
Table Seven
LONG-TERM (10 YEAR) FORECASTS

Panel A Panel B
SERIES: CPI INFLATION RATE SERIES: REAL GDP GROWTH RATE
STATISTIC STATISTIC
MINIMUM 1.21 MINIMUM 1.75
LOWER QUARTILE 2.05 LOWER QUARTILE 2.40
MEDIAN 2.30 MEDIAN 2.60
UPPER QUARTILE 2.50 UPPER QUARTILE 2.80
MAXIMUM 3.40 MAXIMUM 3.50
MEAN 2.29 MEAN 2.57
STD. DEV. 0.39 STD. DEV. 0.39
N 40 N - 38
MISSING 5 MISSING 7
Panel C Panel D
SERIES: PRODUCTIVITY GROWTH SERIES: STOCK RETURNS (S&P 500}
STATISTIC STATISTIC
MINIMUM 1.00 MINIMUM 2.70
LOWER QUARTILE 1.50 LOWER QUARTILE 5.00
MEDIAN 1.80 MEDIAN 6.00
UPPER QUARTILE 2.00 UPPER QUARTILE 7.20
MAXIMUM 2.40 MAXIMUM 12.00
MEAN 1.76 MEAN 6.43
STD. DEV. 0.37 STD. DEV. 2.07
N 29 N 27
MISSING 16 MISSING 18
Panel E Panel F

SERIES: BOND RETURNS (10-YEAR)
STATISTIC

MINIMUM 2,70
LOWER QUARTILE 4.00
MEDIAN 4.35
UPPER QUARTILE 4.70
MAXIMUM 5.30]
MEAN 4.25
STD. DEV. 0.64
N 33
MISSING 12

SERIES: BILL RETURNS (3-MONTH)
STATISTIC

MINIMUM 0.10
LOWER QUARTILE 1.92
MEDIAN 2.50
UPPER QUARTILE 2.88
MAXIMUM 4.20
MEAN 237
STD. DEV. ‘ 0.85
N 32
MISSING 13

Source: Philadelphia Federal Researve Bank, Survey of Professional Forecasters, February 15, 2014.
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Exhibit JRW-C1

University of Michigan Survey Research Center
E ted Short-T Inflation Rat

Data Source: http://research.stlouisfed.org/fred2/series/MICH?cid=98
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Decomposing Equity Market Returns
The Building Blocks Methodology

S&P 500 Dividend Yield
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Building Blocks Equity Risk Premium

Page S of 5
Exhibit JRW-C1
Real S&P 500 EPS Growth Rate
Inflation Real
S&P 500 Annual Inflation Adjustment S&P 500
Year EPS CPI Factor EPS
1960 3.10 1.48% 1.00 3.10
1961 3.37 0.67% 1.01 3.35
1962 3.67 1.22% 1.02 3.60
1963 4.13 1.65% 1.04 3.99
1964 4.76 1.19% 1.05 4.54
19635 3.30 1.92% 1.07 4,96
1966 5.41 3.35% 1.10 4.90
1967 5.46 3.04% 1.14 4.80
1968 5.72 4.72% 1.1 4.80
1968 6.10 6.11% 1.26 4.83
1970 5.51 5.49% 1.33 4.13|10-Year
1971 5.57 3.36% 1.38 4.04 2.91%
1572 6.17 3.41% 1.43 4.33
1973 7.96 8.80% 1.55 5.13
1974 9.35 12.20% 1.74 5.37
1975 7.71 7.01% 1.86 4.14
1976 9.75 4.81% 1.95 4.99
1977 10.87 6.77% 2.08 5.22
1978 11.64 9.03%| 227 5.12
1979 14.55 13.31% 2.57 5.65
1980 14.99 12.40% 2.89 5.18]10-Year
1981 15.18 8.94% 3.15 4.82 2.29%
1982 13.82 3.87% 3.27 4,22
1983 13.29 3.80% 3.40 3.91
1984 16.84 3.95% 3.53 4.77
1985 15.68 3.77% 367 4.28
1986 14.43 1.13% 3.71 3.89
1987 16.04 4.41% 187 4.14
1988 2412 4.42% 4.04 5.97
1989 24.32 4.65% 4.23 5.75
1990 22.65 6.11% 4.49 5.05[10-Year
1991 19.30 3.06% 4.63 4.17{ -0.26%
1992 20.87 2.90% 4.76 4.38
1993 26.90 2.75% 4.89 5.50
1954 31.75 2.67% 5.02 6.32
1995 37.70 2.54% 5.15 7.32
1996 40.63 3.32% 5.32 7.64
1997 44,09 1.70% 5.41 8.15
1998 44.27 1.61% 5.50 8.05
1999 51.68 2.68% 5.64 9.16
2000 56.13 3.39% 5.84 9.62{10-Year
2001 38.85 1.55% 5.93 6.56 6.66%
2002 46.04 2.38% 6.07 7.59
2003 54.69 1.88% 6.18 8.85
2004 67.68 3.26% 6.38 10.60
2005 76.45 3.52% 6.61 11.57
2006 87.72 2.03% 6.74 13.01
2007 82.54 4.08% 7.02 11.76
2008 65.39 0.90% 7.08 9.24
2009 59.65 2.72% 7.27 8.20
2010 83.66 1.50% 7.38 11.33|10-Year
2011 97.05 2.96% 7.60 12,77 1.65%
2012 10247 1.74% 7.73 13.25
2013 107.45 0.015 7.85 13.69
Data Source; http://pages.stern.nyu,edu/~-adamedar/ Real EPS Growth 2.8%
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Exhibit JRW-1
Recommended Cost of Capital

Page 1 of 1
Exhibit JRW-1
Black Hills Kansas Gas Utility Company, LLC
Recommended Cost of Capital

Capitalization Cost Weighted
Capital Source Ratio Rate Cost Rate
Long-Term Debt 49.66% 4.40% 2.19%
Common Equity 50.34% 8.75% 4.40%
Total 100.00% 6.59%
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Exhibit JRW-2
Panel A
Ten-Year Treasury Yields
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Daocket No. 14-BHCG-502-RTS
Public Utility Bond Yields

Panel A
Long-Term, A-Rated Public Utility Yields

Exhibit JRW-3
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Exhibit JRW-4
Summary Financial $tatistics for Proxy Groups

Page Lol
Exhibit JRW-4
Black Hills Kansas Gas Utility Company, LLC
Summary Financial Statistics
Panel A
Gas Proxy Group
Operating| Percent Percent Maoody's Pre-Tax Common | Return | Market
Revenue| Gas Elec Net Plant | S&P Bond Bond Interest Equity on to Book
Company (Smil)] Revenue | Revenue {Smil) Rating Rating Coverage Primary Service Area Ratie Equity | Ratio
AGL Resources Inc. (NYSE-GAS) 54710 6% 8,823.0| A-/BBB+ AZ/AS 7.9 GA, TN, VANJ,FL.MD,IL 45.7 12.1 1,68
Atmos Energy Corporation (NYSE-ATQ) 4,762.6 68 6,270.0 A- A2 3.9 LA, KY,TX,MS5,CO.KS,KY 56.0 9.5 1.64
Laclede Group, Inc. (NYSE-LG) 1.475.3 8% 1,803.0 A+ A3 6.5 MG 56,0 9,7 1,44
Northwest Natural Gas Co. INYSE-NYN) 724.0 96 2,071.5 AA- Al 6.5 OR.WA 50.2 1.9 1,61
Piedmont Natural Gas Co., Ine, (NYSE-PNY) 1,482.9 160 3.827.3 A A2 3.4 NC.5C,TN 46.8 11.8 2.07
South Jersey Industries, Inc. (NYSE-SIT) 326.0 58 1.835.2 A A2 43 NI 45,0 i0.5 2,16
Southwest Gas Corporation (NYSE-SWX) 1,945.7 66 3,512.7 A Al 4.0 AZNY,CA 51.7 9.5 1.64
WGL Holdings, In¢. (NYSE-WGL) 2,742,6 53 2,996,3 A+ Al 5.7 DC.MD,VA 575 1.4 1.62
Mean 2.428.3 75 3,898.7 A A2 53 51,1 9.1 1,73
Median 1,714.3 6% 3,254.5 A A2 5.0 51.0 9.6 1.64
Data Source: AUS Utility Reports, August, 2034, Pre-Tax Interest Coverage and Primary Secvice Territory are from Falue Line lvesoment Survey , 2014,
. Panel B
MeKenzie Proxy Groap
Operating| Percent Percent Maoody's Pre-Tax Common | Return | Market
) Revenue, Gas Elec Net Plant | S&? Bond Bond Interest Equity on to Book
Contpany ($mil)] Revenue | Revenue {Smil) Rating Rating Coverage Primary Service Area Ratio Equity | Ratio
AGL Resonrces Inc, (NYSE-GAS) 547L0 69 8.823.0| A-/BBB+ AVA3 7.9 GAL TN, VANJFLMD,IL 45.7 12.1 1.63
Atmos Energy Corporation (NYSE-ATO) 4,762.6 68 6,270.0 A- A2 3.9 LA, KY.TX MS,CO,KS,KY 56.0 9.5 1.64
Laclede Geoup, Ine, (NYSE-LG) 1,475.5 89 1.303.0 At A3 - 6.5 MO 56.0 9.7 144
New Jersey Resources Corp. (NYSE-NJR) 3.98¢.1| 0 21 1,738.4 At Aal 7.5 NJ 59,3 19.6 2.25
NiSouree Inc, (NYSE-NI) 6,206.4 26 56 14,657,7| BBB- Baal/Baa2 3.5 IN,OH.PA,KY, VA MD.MA 40.1 9.2 2.05
Northwest Natural Gas Co. (NYSE-NWN) 724.0 96 2,071.5 AdA- Al 6.5 OR,WA 50.2 1.9 1.61
Piedmeont Natural Gas Co.. Inc. (NYSE-PNY) 1.482.9 100 3.827.8 A A2 34 NC.SC.TN 46.3 11.8 2.07
South Jersey Industries, Inc, (NYSE-SJI) 826.0 58 1,885.2, A A2 4.3 NI 45.0 10.5 2.16 :
Southwest Gas Corporation (NYSE-3WX) 1.945.7 66 3.512.7 A A3 4.0 AZNY.CA 51,7 9.5 1,64 i
WGL Holdings, Inc. {NYSE-WGL) 2,742.6 53 2.996.3 At Al 5.7 DC,MD, VA 57.5 i4 1.62
Mean 2,959.6 65 4,758.6 A A2 53 50.8 16.1 1.82
Median 2,344.2 67 3,254.5 A A2 5.0 51.0 9.6 1.66
Data Source: AUS Ultifity Reports, August, 2014, Pre-Tax Interest Coverage and Primary Service Territory are from Value Line Invesiment Survey , 2014,
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Capital Structure Ratios and Debt Cost Rates
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Exhibit JRW-5
Black Hills Kansas Gas Utility Company, LLC
Capital Structure Ratios and Debt Cost Rates

Panel A -Black Hills Kansas Gas Utility Company, LL.C's Proposed Capitalization Ratios an

Capitalization Cost
Capital Source Ratio Rate
Long-Term Debt ‘ 49.66% 4.40%
Common Equity 50.34%
Total 100.00%
Panel B - CURB's Proposed Capitalization Ratios and Cost Rates
Capitalization Cost
Capital Source Ratio Rate
Long-Term Debt 49.66% 4.40%
Common Equity 50.34% 1.00%

Total 100.00%
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The Relationship Between Expected ROE and Market-to-Book Ratios

Estimated ROE

Page 1 of 2
Exhibit JRW-6
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Estimated ROE

Exhibit JRW-6
The Relationship Between Expected ROE and Market-to-Book Ratios
: Page 2 of 2
Exhibit JRW-6
Water Companies
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Utility Capital Cost Indicators
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Exhibit JRW-7
Long-Term 'A’' Rated Public Utility Bonds
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Utility Capital Cost Indicators
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Exhibit JRW-7

Gas Proxy Group Average Dividend Yield
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Exhibit JRW-7

Gas Proxy Group Average Return on Equity and Market-to-Book Ratios
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Industry Average Betas

Industry Name Beta Industry Name  Beta Industry Name Beta
COAL 1.36| HOTELGAM 1.01}SOFTWARE 0.89
MINING 1.34| WIRELESS 1.01{FUNL SVC 0.89
HEAVYTRK 1.31|]METALFAB 1.01lELECTRNX 0.88
SEMI-EQP 1.30| ENTRTAIN 1.00|RESTRNT 0.88
HOMEBILD 1.30|RETAILHL 1.00|OILGAS 0.88
GASDIVRS 1.27|RECREATE 0.99|MEDICNON 0.88
STEEL 1.25/[INSTRMNT 0.99|ITSERV 0.87
NWSPAPER 1.25BIOTECH 0.99|CABLETV 0.87
OILFIELD 1.25(B2B 0.99|SHOE 0.86
OILINTEG 1.24|REIT 0.99{HOUSEPRD 0.85
MARITIME 1.22{MACHINE 0.98| MEDICINV 0.85
AUTOPRTS 1.20| PACKAGE 0.98 MEDSERV 0.84
OILPROD 1.16|CHEMSPEC 0.98|INTERNET 0.84
ENGCON 1.16]INFOSER 0.97|REINSUR 0.84
CHEMDIV 1.15{EDUC 0.97|TELESERV 0.83
CHEMICAL 1.15(PUBLISH 0.97 PIPEMLP 0.82
BUILDING 1.1S|TELUTIL 0.96| ENVIRONM 0.82
PPEQ 1.15|ELECFGN 0.96|DRUGSTOR 0.82
SEMICOND 1.14]AIRTRANS 0.95|GROCERY 0.82
RAILROAD 1.14|RETAUTO 0.95{FOODPROC 0.81
TRUCKING 1.12|TELEQUIP 0.95|INSPRPTY 0.80
POWER 1.11|FINSERV 0.95|TOBACCO 0.76
PAPER 1.10|]INDUSRV 0.94| BANKMID 0.75
HUMAN 1.08| APPAREL 0.94|UTILWEST 0.74
GOLDSILV 1.08| DIVERSIF 0.94|UTILCENT 0.74
BROKERS 1.06|ADVERT 0.94 BEVERAGE 0.73
INSLIFE 1.06| COMPUTER 0.94|GASDISTR 0.73
AUTO 1.06|ENTTECH 0.93) WATER 0.71
RETAILSL 1.04| RETAIL 0.92|UTILEAST 0.69
OFFICE 1.04| COSMETIC 0.91|BANK 0.68
ELECEQ 1.03|HLTHSYS 0.90/THRIFT 0.60

BUILDSUP 1.02| DEFENSE 0.90

FURNITUR 1.02| DRUG 0.89
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DCF Model
Growth Stage I
Earnings Grow I
Faster Than
Dividends |
b |
Earning ~ Transition Stage
Dividends Grow
Faster Than
Earnings Maturity Stage

Dividends and
Earnings Grow
At Same Rate

Dividends

Time

Source: William F. Sharpe, Gordon J. Alexander, and Jeffrey V. Bailey, Investments (Prentice-Hall, 1995), pp. 590-91.
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DCF Model
Consensus Earnings Estimates

AGL Resources Inc. (NYSE-GAS)
www.reuters.com
8/15/2014

# of Estimates Mean High Lovs

Vear Ending Dec$5 i 335 345 305

LT Grewnh Rate (4] 1 244 400 400

Data Source: www.reuters.com
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Black Hills Kansas Gas Utility Company, LLC
Discounted Cash Flow Analysis

Panel A
Gas Proxy Group
Dividend Yield* 3.70%
Adjustment Factor 1.025
Adjusted Dividend Yield 3.8%
Growth Rate** S.00%
Equity Cost Rate "8.8%

* Page 2 of Exhibit JRW-10
** Based on data provided on pages 3, 4, 5, and
6 of Exhibit JRW-10

Panel B
McKenzie Proxy Group
Dividend Yield* ' 3.60%
Adjustment Factor 1.025
Adjusted Dividend Yield 3.7%
Growth Rate** 5.00%
Equity Cost Rate 8.7%|

* Page 2 of Exhibit JRW-10
** Based on data provided on pages 3, 4, 5, and
6 of Exhibit JRW-10

DCF Study
Page 1 of 6
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Black Hills Kansas Gas Utility Company, LL.C
Monthly Dividend Yields
Panel A
Gas Proxy Group
Dividend | Dividend | Dividend
Annual Yield Yield Yield
Company SMBL Dividend | 30 Day 90 Day | 1380 Day
AGL Resources Inc. (NYSE-GAS) GAS $ 196 3.7% 3.7% 4.0%
Atmos Energy Corporation (NYSE-ATO) ATO $ 148 3.0% 2.9% 3.1%
Laclede Group, Inc. (NYSE-LG) LG $ L76 3.7% 3.8% 3.8%
Northwest Natural Gas Co. (NYSE-NWN) NWN $ 184 4.1% 4.1% 4.3%
_|Piedmont Natural Gas Co., Inc. (NYSE-PNY) PNY $ 128 3.6% 3.6% 3.7%
South Jersey Industries, Inc. (NYSE-SJI)} SJ1 $ 1.89 3.4% 3.3% 3.4%
Southwest Gas Corporation (NYSE-SWX) SWX $ 146 2.9% 2.8% 2.8%
WGL Holdings, Inc. (NYSE-WGL) WGL $ 176 4.3% 4.4% 4.5%
Mean 3.6% 3.6% 3.7%
Median 3.6% 3.7% 3.8%
Data Source: www.yahoo.com.
Panel B
McKenzie Proxy Group
Dividend | Dividend | Dividend
Annual Yield Yield Yield
Company Dividend | 30 Day 60 Day 90 Day
AGL Resources Inc. (NYSE-GAS) GAS 5§ 196 3.7% 3.7% 4.0%
Atmos Energy Corporation (NYSE-ATO) ATO $ 148 3.0% 2.9% 3.1%
Laclede Group, Inc. (NYSE-LG) LG $ 176 3.7% 3.8% 3.8%
New Jersey Resources Corp. (NYSE-NJR) NJR $ 1Lo68 3.1% 3.2% 3.4%
NiSource Inc. (NYSE-NI) NI 3 Lo4 2.7% 2.8% 3.0%
Northwest Natural Gas Co. (NYSE-NWN) NWN $ 1.84 4.1% 4.1% 4.3%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) PNY § 1.28 3.6% 3.6% 3.7%
South Jersey Industries, Inc, (NYSE-SJI) SH § 1.89 3.4% 3.3% 3.4%
Southwest Gas Corporation (NYSE-SWX) SWX $ 146 2.9% 2.8% 2.8%
WGL Holdings, Inc. (NYSE-WGL) WGL $ L76 4.3% 4.4% 4.5%
Mean ‘ 3.5% 3.5% 3.6%
Median 3.5% 3.5% 3.6%

Data Source: www.yahoo.cont.
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Black Hills Kansas Gas Utility Company, LLC
DCF Equity Cost Growth Rate Measures
Value Line Historic Growth Rates
Panel A
Gas Proxy Group
Value Line Historic Growth
Company Past 10 Years Past 5 Years
Book Book
Earnings |Dividends| Value | Earnings|Dividends| Value
AGL Resources Inc. (NYSE-GAS) 2,5% 5.5% 8.5% 3.0% | 3.0% 6.5%
Atmos Energy Corporation (NYSE-ATO) 4.0% 1.5% 6.0% | 3.0% 1.5% 4.0%
Laclede Group, Inc, (NYSE-LG) 5.0% 2.0% 6.0% 1.0% 2.5% 7.0%
Northwest Natural Gas Co. (NYSE-NWN) 2.5% 3.5% 3.5% -2.5% 4.5% 3.5%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 5.0% 5.0% 5.0% 3.5% 5.5% 3.0%
South Jersey Industries, Inc. (NYSE-S.JI) 9.0% 8.0% 9.0% 5.5% 10.0% | 7.5%
Southwest Gas Corporation (NYSE-SWX) 9.5% 4.0% 5.0% 9.5% 6.5% 4.5%
WGL Holdings, Inc. (NYSE-WGL) 3.0% 2.5% 4.0% 2.5% 3.0% 4.0%
Mean 5.1% 4.0% 5.9% 2.4% 4.6% 5.0%
Median 4.5% 3.8% 5.5% 2.8% 3.8% 4.3%
Data Source: Value Line Investment Survey, 2014. Average of Median Figures = 4.1%
Panel B
McKenzie Proxy Group
Value Line Historic Growth
Company Past 10 Years Past 5 Years
Book Book
_ Earnings |Dividends| Value |Earnings|Dividends| Value
AGL Resources Inc, (NYSE-GAS) 2.5% 5.5% 8.5% -3.0% 3.0% 6.5%
Atmos Energy Corporation (NYSE-ATO) 4.0% 1.5% 6.0% 3.0% 1.5% 4.0%
Laclede Group, Inc. (NYSE-L.G) 5.0% 2.0% 6.0% 1.0% 2.5% 7.0%
New Jersey Resources Corp. (NYSE-NJR) 0.5% 6.5% 8.0% 5.5% 8.5% 4.5%
NiSource Inc. (NYSE-NI) -1.5% -2.0% 1.0% 2.0% 0.5%
Northwest Natural Gas Co. (NYSE-NWN) 2.5% 3.5% 3.5% -2.5% 4.5% 3.5%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 5.0% 5.0% 5.0% 3.5% 5.5% 3.0%
South Jersey Industries, Inc. (NYSE-SJT) 9.0% 8.0% 9.0% 5.5% 10.0% | 7.5% ?
Southwest Gas Corporation (NYSE-SWX) 9.5% 4.0% 5.0% 9.5% 6.5% 4.5% E
WGL Holdings, Inc. (NYSE-WGL) 3.0% 2.5% 4.0% 2.5% | 3.0% | 4.0%
Mean 4.6% 3.7% 5.6% 2.7% 4.6% 4.9%
Median _ 4.5% 3.8% 5.5% 2.8% 3.8% 4.5%
Data Source: Value Line Investment Survey, 2014, Average of Median Figures = 4.1%
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Black Hills Kansas Gas Utility Company, LLC
DCF Equity Cost Growth Rate Measures
Value Line Projected Growth Rates
Panel A
Gas Proxy Group
Value Line Value Line
Projected Growth Sustainable Growth
Company Est'd. '11-'13 to '17-'19 Returnon [ Retention Internal
Earnings | Dividends | Book Value | Equity Rate Growth
AGL Resources In¢, (NYSE-GAS) 10.5% 4.5% 4.0% 12.0% 44.0% 5.3%
Atmos Energy Corporation (NYSE-ATO) 7.5% 3.5% 6.5% 9.0% 51.0% 4.6%
Laclede Group, Inc. (NYSE-LG) 8.0% 5.0% 6.5% 10.0% 46.0% 4.6%
Northwest Natural Gas Co. (NYSE-NWN) 6.5% 2.5% 4.0% 9.5% 36.0% 3.4%
Piedment Natural Gas Co., Inc. (NYSE-PNY) 4.0% 3.0% 5.0% 11.0% 32.0% 3.5%
South Jersey Industries, Inc, (NYSE-SJ1) 8.0% 8.0% 6.5% 14.5% 46.0% 6.7%
Southwest Gas Corporation (NYSE-SWX) 6.0% 7.0% 4.5% 11.0% 53.0% 6.1%
WGL Holdings, Inc. (NYSE-WGL) 4.0% 2.5% 3.0% 10.5% 4£0.0% 4.2%
Mean 6.8% 4.5% 5.0% 10.9% 43.8% 4.8%
Median 70% 4.0% 4.8% 10.8% 45.0% 4.6%
Average of Median Figures = 5.3% Median = 4.6%
Data Source: Value Line I;vestment Survey, 2014,
Panel B
MeKenzie Proxy Group
Value Line Value Line
Projected Growth Sustainable Growth
Company Est'd. "11-'13 ¢0 '17-'19 Return on Retention Internal
Earnings | Dividends | Book Value Equity Rate Growth
AGL Resources Inc. (NYSE-GAS) 10.5% 4.5% 4.0% 12.0% 44.0% 5.3%
Atmos Energy Corporation (NYSE-ATOQ) 7.5% 3.5% 6.5% %.0% 51.0% 4.6%
Laclede Group, Inc, (NYSE-LG) 8.0% 5.0% 6.5% 10.0% 46.0% 4.6%
New Jersey Resources Corp. (NYSE-NJR) 6.0% 2.5% 7.0% 12.5% 54.06% 6.8%
NiSource Inc, (NYSE-NI) 10.5% 4.0% 4.5% 12.5% 50.0% 6.3%
Northwest Natural Gas Co. (NYSE-NWN) 6.5% 2.5% 4.0% 9.5% 36.0% 3.4%
Piedmont Natural Gas Co., Inc, (NYSE-PNY) 4.0% 3.0% 5.0% 11.0% 32.0% 3.5%
South Jersey Industrics, Inc. (NYSE-S8JI) 8.0% 8.0% 6.5% 14.5% 46.0% 6.7%
Southwest Gas Corporation (NYSE-SWX) 6.0% 7.0% 4.5% 11.0% 55.0% 6.1% -
WGL Holdings, Ine. (NYSE-WGL) 4.0% 2.5% 3.0% 10.5% 40.0% 4.2%
Mean 7.1% 4.3% 5.2% 11.3% 45.4% 5.1%
Median 7.0% 3.8% 4.8% 11.0% 46.0% 4.9%
Average of Median Figures = 5.2% Median = 4.9%

Data Source: Value Linte Investment Survey, 2014,
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Black Hills Kansas Gas Utility Company, LLC
DCF Equity Cost Growth Rate Measures
Analysts Projected EPS Growth Rate Estimates
Panel A
Gas Proxy Group
Company Yahoo Zacks Reuters Mean
AGL Resources Inc. (NYSE-GAS) n/a 4.0% 4.0% 3. 7%
Atmos Energy Corporation (NYSE-ATO) 7.0% 7.0% 7.0% 6.0%
Laclede Group, Inc. (NYSE-LG) 4.8% 4.8% 4.8% 4.2%
Northwest Natural Gas Co. (NYSE-NWN) 3.5% . 3.7% 3.5% 4.0%
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 3.7% 4.0% 3.7% 4.8%
South Jersey Industries, Inc. (NYSE-SJI) 6.0% 6.0% NA 6.0%
Southwest Gas Corporation (NYSE-SWX) 2.4% 4.5% 2.4% 5.6%
WGL Holdings, Inc. (NYSE-WGL) 4.9% 4.9% 4.9% 5.3%
Mean 4.6% 4.9% 4.3% 5.0%
Median 4.8% 4.7% 4.0% 51%
Data Sources: www.reuters.com, www.zacks.com, http://quote.yahoo.com, August 15, 2014.
Panel B
McKenzie Proxy Group

Company Yahoo Zacks Reuters Mean
AGL Resources Inc. (NYSE-GAS) n/a 4.0% 4.0% 3.7%
Atmos Energy Corporation (NYSE-ATO) 7.0% 7.0% 7.0% 6.0%
Laclede Group, Inc. (NYSE-LG) 4.8% 4.8% 4.8% 4.2%
New Jersey Resources Corp. (NYSE-NJR) 3.6% 3.6% NA 3.6%
NiSource Inc. (NYSE-NI) ' 10.4% 8.7% NA 9.6%
Northwest Natural Gas Co. (NYSE-NWN) 3.5% 3. 7% 3.5% 4.0%
Piedmont Natural Gas Co., Inc, (NYSE-PNY) 3.7% 4.0% 3.7% 4.8%
South Jersey Industries, Inc. (NYSE-SJI) 6.0% 6.0% NA 6.0%
Southwest Gas Corporation (NYSE-SWX) 2.4% 4.5% 2.4% 5.6%
WGL Holdings, Inc. (NYSE-WGL) 4.9% 4.9% 4.9% 5.3%
Mean 5.1% 5.1% 4.3% 5.3%
Median 4.8% 4.7% 4.0% 5.1%

Data Sources: www.reuters.com, www.zacks.com, http://quote.yahoo.com, August 15, 2014,
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Black Hills Kansas Gas Utility Company, LLC
DCF Growth Rate Indicators
Summary Growth Rates

Growth Rate Indicator Gas Proxy Group McKenzie Proxy Group

Historic Value Line Growth

in EPS, DPS, and BVPS 4.1% 4.1%

|Projected Value Line Growth

in EPS, DPS, and BVPS 5.3% 52%

Sustainable Growth

ROE * Retention Rate 4.6% 4.9%

Projected EPS Growth from Yahoo, Zacks,

and Reuters - Mean/Median 5.0%/5.1% 5.3%/5.1%
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Black Hills Kansas Gas Utility Company, LLC

Capital Asset Pricing Model

Panel A
Gas Proxy Group

Risk-Free Interest Rate 4.00%
Beta* 0.80
Ex Ante Equity Risk Premium** 5.00%
CAPM Cost of Equity 8.0%
* See page 3 of Exhibit JRW-11
** See pages 5 and 6 of Exhibit JRW-11

Panel B

McKenzie Proxy Group

Risk-Free Interest Rate 4.00%
Beta* 0.80
Ex Ante Equity Risk Premium** 5.00%
CAPM Cost of Equity 8.0%

* See page 3 of Exhibit JRW-11
** See pages 5 and 6 of Exhibit JRW-11
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Source: Federal Reserve Bank of St. Louis, FRED Database.
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o

Slope=leta

hAarket Return
© O
O
Panel A
Gas Proxy Group
Company Name Beta
AGL Resources Inc. (NYSE-GAS) 0.80
Atmos Energy Corporation (NYSE-ATO) 0.80
Laclede Group, Inc. (NYSE-LG) 0.70
Northwest Natural Gas Co. (NYSE-NWN) 0.70
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 0.80
South Jersey Industries, Inc. (NYSE-SJI) (.80
Southwest Gas Corporation (NYSE-SWX) 0.85
WGL Holdings, Inc. (NYSE-WGL) 0.75
Mean 0.78
Median 0.80
Data Source: Value Line Investment Survey, 2014.
Panel B
McKenzie Proxy Group

Company Name Beta
AGL Resources Inc. (NYSE-GAS) 0.80
Atmos Energy Corporation (NYSE-ATOQO) 0.80
Laclede Group, Inc. (NYSE-LG) 0.70
New Jersey Resources Corp. (NYSE-NJR) 0.80
NiSource Inc, (NYSE-NI) ' 0.80
Northwest Natural Gas Co. (NYSE-NWN) 0.70
Piedmont Natural Gas Co., Inc. (NYSE-PNY) 0.80
South Jersey Industries, Inc. (NYSE-SJI) 0.80
Southwest Gas Corporation (NYSE-SWX) 0.85
WGL Holdings, Inc. (NYSE-WGL) ' 0.75
Mean 0.78
Median 0.80

" Data Source: Falue Line Investment Survey, 2014,
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Problems/Debated
Issues
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Risk Premium Approaches
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CAPM Study
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Historical Ex Post Surveys Expected Return Models
Returns and Market Data
Historical Average Surveys of CFQs, Use Market Prices and
Stock Minus Financial Forecasters, Market Fundamentals (such as
Bond Returns Companies, Analysts on Growth Rates) to Compute

Expected Returns and
Market Risk Premiums

Expected Returns and Market
Risk Premiums

Time Variation in
Required Returns,
Measurement and
Time Period Issues,
and Biases such as
Market and Company
Survivorship Bias

Questions Regarding Survey
Histories, Responses, and
Representativeness

Surveys may be Subject
to Biases, such as
Extrapolation

Assumptions Regarding
Expectations, Especially
Growth

Source: Adapted from Antti Timanen, Expected Returns on Stecks and Bonds,” Journal of Portfolio Management, (Winter 2003).
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Black Hills Kansas Gas Utility Company, LLC
Capital Asset Pricing Model
Equity Risk Premium
Publication Time Period Return Raoge Midpoiat Median
Category Study Authors Date Of Study Methodolosy. Measure  Low High  ofRaape Meao
Historical Risk Preminm
Tbbotson 2014 1926-2012 Historical Stock Retumns » Bond Retums Arithmetic 6.20%
Geometric 4.60%
Damodaran 2014 1923-2012 Historieal Stock Returns - Bond Retuns Arithmetie 6.29%
Geometric 4.62%
Dimsen, Marsh, Staunten 2014 $900-2013 Historical Stock Relurns - Bond Retumns Anthmetic
Geometric 4.50%
Bate 2008 1900-2007 Historical Stock Retums - Bond Returns Goometric 4.50%
Shiller 2006 1926-2003 Historical Steek Returns - Bond Returns Azithmetic 7.00%
Geometric 5.50%
Siegel 005 1926-2005 Historical Stock Retumns - Bond Returns Arithmetic 6.10%
Goometric 4.60%
Dimsen, Marsh, and Staunton 2006 1900-2005 Historical Stock Retums - Bond Retuns Arithmetic 5.50%
Goyal & Welch 2006 1872-2004 Historical Stock Retums - Bond Returns 1.77%
Median 5.15%
Ex Ante Models (Puzzle Research)
Claus Thomas 2002 1983-1998 Abnormal Earmnings Model 3.00%
Amott and Bemstein 2002 1810-2001 Fundamentals - Div Y1d + Growth 2.40%
Constantinides 2002 1872-2000 Historical Retwrns & Fundamentals - P/D & B/E 6.90%
Comell 999 1926-1997 Histerical Retuns & Fundamental GDP/Eamings 350% 550% 4350%  4.50%
Easton, Tasfor, ¢t al 2002 1981-1998 Residual Income Model 530%
Fama French 2002 1951-2000 Fundamenial DCF with EPS and DPS Growth 2355%  432% 344%
Haris & Marston 2001 1582-1998 Fundamental DCF with Analysts' EPS Growth 714%
Best & Byme 2001
MeKinsey 2002 1962-2002 Fundamental {P/E, D/P, & Eamings Growth} 3.50%  4.00% 3.75%
Siegel 2003 18022001 Historical Eamings Yisld Geometrig 2.50%
Grabowski 2006 1926.2005 Historical and Projecied 330%  6.00% 4.75% 4.75%
Maheu & McCurdy 2006 [885-2003 Historical Excess Retumns, Structural Breaks, 2.02%  510% 4.56% 4.55%
Bostock 2004 1950-2002 Bond Yiglds, Credit Risk, and Tncome Velatility 390% 130% 2.60% 2.60%
Bakshi & Chen 2005 1982-1598 Fundamentals - Interest Ratos 131%
Donaldson, Kamstra, & Kramer 2006 1952-2004 Fundamental, Dividend yid, Returns,, & Volatility 3.00%  4.00% 3.50% 3.50%
Campbelt 2008 1982.2007 Historical & Projections {/F & Eamings Growth) 410%  3.40% 4.75%
Best & Byrae 2001 Projoction Fundamentals - Div Y1d + Growth 2.00%
Fernandez 2007 Projection  Required Equity Risk Premium 4.00%
DeLong & Magin 2008 Projestion Eamings Yield - TIPS 322%
Sicgel - Rethink ERP 201 Projection Roal Stack Retums and Companents 3.50%
American Appraisal Quasterly ERP 2014 Projection Fundamental Economic and Market Factors 6.00%
Duarie & Rosa - NY Fed 2013 projection Projections from 29 Medels 35.40%
Duff & Phelps 2014 Projection Normalized with 4.0% Long-Term Treasucy Yicld 5.00%
Mschehowski - VL - 2014 2014 Projection Fundamentals - Expeeted Roturn Minus 10-Year Treasuey Rate 5.50%
Damodaran 2014 Projestion Fundamentals - Implied from: FCF to Equity Modgt 3.28%
Social Security
Office of Chiel Actuary 1900.1593
Joha Campbell 2001 1860-2000 Historical & Projections {D/P & Eamnings Growth) Avithmetic 3.00%  $.00% 350%  350%
Prejected for 75 Years Geometric  1,50%  2.50%  2.00%  2.00%
Pler Diamond 2001 Projected for 75 Yean Fundamentals (D/P, GDP Growth) 300%  430% 390%  390%
John Shoven 2001 Projected for 75 Yeart Fundamentals (D/P. P/E. GDP Growth} 3.00%  350%  3.25%  3.25%
Median 4.25%)
Surveys
New York Fed 2013 Five-Year Survey of Wall Strect Firms 5.20%
Survey of Firancial Forecasicrs 2014 10-Year Projection  About 50 Financial Forcoastsers 2.18%
Duke - CFO Magazine Survey 2014 10-Year Projoclion  Approximately 350 CFOs 4.10%
Welch - Academics 2008 30-Year Projection  Random Academics 5.00%  3.74% 331%  53T%
Fernandez - Academics. Anghsts. and Compan 2014 Long-Term Survey of Academics. Analysts. and Companics 5.00%
Median 4.55%
Building Block
ibbotson and Chen 2014 Projection Historical Supply Medel (D/P & Earnings Growth) Arithmetic 6.12%  5.10%
Geometric 4.08%
Chen - Rethink ERP 2010 20-Year Projection. Combination Supply Modsl (Historie and Projection) Geometric 400%
llmanen - Rethink ERP 2010 Projection Current Supply Modcl (D/P & Eamings Growth) Geometric 3.00%
Grinold, Kroner, Sicgel - Rethink ERP 2011 Projection Current Supply Model (D/P & Exmings Growth} Asithmetie 463% 412%
Geometric 3.60%
Woolridoe 2014 Curreat Supply Mode! (D/P & Eamings Growith) +30%
Madign 1291
Mcan 4.51%|
4 40%

Median

H
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Black Hifls Kansas Gas Utility Company, LLC
Capital Asset Pricing Model
Equity Risk Premium
Suramary of 2010-14 Equity Risk Premlum Studics
Fablication Time Period Return Range WEidpoiat Average
Catcpory Study Authors Date OFf Stady Method Measure Low Hish  of Ranpe Mean
Historicul Risk Premium
Ibbotson 014 1926-2013 Historical Stock Returns - Bond Retuts Agithmetic 6.20%
Geometric 4.60%
Damedaran 014 1928-2013 Historical Stock Returns - Bond Returas Arithmetic 6.29%
Geomgtric 4.62%%
Dimson, Marsh, Staunton 014 1900-2013 Historical Stock Returns - Bond Returns Arithmetic
Geometris 4.50%
Median . 5.24%,
Ex Ante Models {Puzzle Research)
Siegel - Reihink ERP 201 Projection Real Stock Retums and Components 5.50%
American Appraisal Quarterly ERP 2004 Projection Fundzmental Economic and Market Factors £.00%
Cuane & Rosa » NY Fed 2013 Projestion Projections [rom 22 Models 5.40%
Duil & Phelps 2014 Projection Nermalized with 4.0% Long-Term Treasury Yicld 500%
Msehehowski « VL - 2014 014 Projection Fundamentals » Expected Retum Minus 19-Year Treasury Rate 5.50%
Damodaran 2014 Projection Fundamentals « Implied from FCF 10 Equity Model 5.28%
Median 545%
Surveys
New York Fed 013 Five-Year Survey of Wall Strect Firms 5.20%
Survey of Financial Forecasters 014 10-Year Projection  About 30 Financial Forecaslsers 2.18%
Duke « CFO Magarine Survey 2014 10-Year Projection  Approximately 350 CFOs 4.10%
Fernandez - Academics. Analvsts, and Companics 2014 Long-Term Sunvev of Academics, Analysts. and Companies 5.00%
Median 4.55%|
Building Block
Ihbotson and Chen 2014 Projection Historical Supply Modcl {[/P & Earnings Growth) Arithmetic 6.12%  5.10%
Geometrie 4.08%
Chen - Rethink ERP 2019 20-Year Projection  Combination Supply Model (Historic and Projection) Geometric 1.00%
Tlimanern - Rethink ERP 2010 Projection Current Supply Model (VP & Exmings Growth) Geertetrie 3.00%
Grinold, Krener, Siegel - Rethink ERP 2011 Projection Current Sapply Mode! (/P & Eamings Growth) Arithmetic 463%  4.12%
) Geometrie 3.60%
Woolnidge 2014 Projection Current Supply Model {D/P & Earpings Growih) Geometrie 4.30%
Median $.12%
Mean . 4.84%
Medixn 4.H%
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Exhibit JRW-12
Black Hills Kansas Gas Utility Company, LLC
Company's Proposed Cost of Capital

Capitalization Cost Weighted
Capital Source Ratio Rate Cost Rate
Long-Term Debt 49.66% 4.40% 2.19%
Common Equity 50.34% 10.63% 5.35%
Total 100.00% 7.54%
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Panel A
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Black Hills Kansas Gas Utility Company, LLC's Proposed Cost of Equity Capital

Recommended Point Estimate
Flotation Cost Adjustment

Flotation Cost Adjustment

ROE Recommendation

Gas Group Combination Group
|DCE Average Midpoint| Average Midpoint
Value Line 10.3% 10.6% 10.1% 11.9%
IBES 9.6% 9.8% 9.7% 10.0%
Zacks 92.0% 2.2% 9.8% 92.9%
Reuters 9.4% 9.8% 9.8% 10.2%
Internal br + sv 10.0% 11.2% 8.4% 8.7%
Empirical CAPM - 2014 Yield
Unadjusted 11.2% 11.2% 11.1% 11.1%
Size Adjusted 12.7% 12.3% 12.1% 12.1%
Empirical CAPM - Projected Yield
Unadjusted 11.3% 11.3% 11.3% 11.2%
Size Adjusted 12.8% 12.9% 12.2% 12.2%
Utilitv Risk Premium
Current Bond Yields 10.5%
Projected Bond Yields 11.0%
Cost of Equity Recommendation
Cost of Equity Range 9.8% --11.2%

10.50%

Panel B

Checks of Reasonableness

CAPM - 2014 Bond Yield

Unadjusted
Size Adjusted
CAPM - Projected Bond Yield

Unadjusted
Size Adjusted
Expected Earnings

Proxy Group
Non-Utility DCF
Value Line
IBES
Zacks

Gas Group Combination Group
Average Midpoint| Average Midpoint
10.7% 10.7% 10.6% 105.0%
12.2% 12.3% 11.6% 11.6%
10.8% 10.9% 10.8% 10.7%
12.3% 12.4% 11.7% 11.8%
11.8% 12.5% 9.7% 10.5%
Average Midpoint

11.9% 13.1%

11.6% 12.3%

11.5% 12.1%

116.0% 12.3%

Reuters
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Risk Measures for Gas Distribution and Combination Utility Companies
Panel A
Gas Proxy Group :
S&P Bond Safety Financial Earnings |Stock Price
Company Rating Beta Rank Strength Predictability | Stability
AGL Resources Inc. (NYSE-GAS) A-/BBB+ 0.80 1 A 85 100
Atmos Energy Corporation (NYSE-ATQ) A- 0.80 1 A 90 95
Laclede Group, Inc. (NYSE-LG) A+ 0.70 2 B++ 85 100
Northwest Natural Gas Co. (NYSE-NWN) AA- 0.70 1 A 93 100
Piedmont Natural Gas Co., Inc. (NYSE-PNY) A 0.80 2 B+ 95 95
South Jersey Industries, Ine, (NYSE-SJI) A 0.80 2 A 95 95
Southwest Gas Corporation (NYSE-SWX) A- 0.85 3 B++ 75 95
WGL Huldings, Ine, (NYSE-WGL) At 0.75 1 A 85 95
Mean A 0.78 1.6 A 88 97
Panel B
Combination Proxy Group
S&P Bond Financial Earnings | Stock Price
Company Rating Beta Safety Strength Predictability | Stability
Ameren Corporation (NYSE-AEE}) BRB+/BBB 0.75 2 B+ 90 100
Avista Corporation (NYSE-AVA) A- 0.75 2 A 70 95
Black Hills Corporation (NYSE-BKH) BBB 0.85 3 B+ 40 85
CMS Energy Corporation (NYSE-CMS) BEB-+/BBB 0.75 2 B++ 65 160
DTE Energy Company (NYSE-DTE) A-/BBB+ 0.75 2 B++ 95 100
Duke Energy Corporation (NYSE-DUK) BBB+ 0.60 2 A 75 - 100
Empire District Electric Co. (NYSE-EDE) A- 0.65 2 B++ 85 100
Entergy Corp. (NYSE-ETR) BBB+/BBB 0.70 3 B+ 85 100
Exelon Corp. (NYSE-EXL) BBB+/BBB 0.70 3 B+ 70 95
NorthWestern Corporation (NYSE-NWE) NR 0.70 3 B+ 95 100
Pepco Holdings, Inc. (NYSE-POM) A-/BBB+ 0.70 3 B 70 100
PG&E Corporation (NYSE-PCG)- BBB/BBB- 0.63 3 B+ 80 100
SCANA Corporation (NYSE-SCG) BBB+ 0.70 2 B+ 100 100
Sempra (NYSE-SRE) AJA- 0.75 2 A 95 100
UL Holdings (NYSE-UIL) BBB 0.75 2 B+ 90 90
Mean BBB+ 0.72 24 B++ 80 98

Data Sources: Falue Line Investment Survey, AUS Utilities Reporr .
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The Impact of McKenzie Gas Group DCF Eliminations
Earnings Growth br+sv
Company V Line IBES Zacks Reuters' Growth
AGL Resources 13.2% na 6.2% 8.2% 8.8%
Black Hills Kansas Gas Utility Com; 10.7% 10.1% 9.8% 10.1% 92%
Laclede Group 11.9% 8.2% 8.9% 9.9%
New Jersey Resources 92% |:i7. 7.7% 7.7% 10.2%
NiSource, Inc, 13.4% 11.6% 10.7% 11.6% 9.8%
Northwest Natural Gas 8.4% 7.9% 8.1% 7.9% 10.7%
Piedmont Natural Gas 7.7% 7.4% 7.7% 7.4% 7.6%
South Jersey Industries 10.1% 9.6% 9.6% na 14.9%
Southwest Gas Corp. 97% | 53%| | 65% [ 53%| 9.8%
WGL Holdings, Inc. 81% 9.6% 10.1% 9.6% 9.3%
Reported DCF Equity Cost Rates
Average (b) 10.3% 9.6% 9.0% 9.4% 10.0%
Actual DCF Equity Cost Rates Average
Average 10.2% 8.6% 8.5% 8.5% 10.0% 9.2%
Median 9.9% 8.9% 8.2% 8.2% 9.8% 9.0%

Source: Exhibit AMM-4, page 3 of 3

Excludes highlighted figures.
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Earnings Growth br+sv

Company IBES Zacks  Reuters' Growth

Ameren Corp. 9.0% 11.5% 9.0% 8.0%

Avista Corp. . 9.3% 9.3% NA 8.2%

Black Hills Corp. 158% | 68% | -68% NA '

CMS Energy Corp. 10.4% 10.1% 9.9%

DTE Energy Co. 8.9% 9.1% 10.1%

Duke Energy Corp. 8.5% 8.4% 8.3%

Empire District Elec 84% | 74%| | 7.4%]|

Entergy Corp. :32%] |:33% NA

Exelon Corp. -1.4%| [ -0.7% | e Q'.O.%I

NorthWestern Corp. 8.0% 10.5% 9.5%

Pepco Holdings 10.8% 11.5%

PG&E Corp. 67%|  10.8%

SCANA Corp. . 8.9%

Sempra Energy 7.3% 9.1%

UIL Holdings 10.6% 10.4%

Reported DCF Equity Cost Rates
Average (b) 10.1% 9.7% 9.8% 9.8% 8.4%
Actual DCF Equity Cost Rates Average

Average 8.2% 8.3% 8.5% 8.5% 8.1% 8.3%
Median 8.5% 9.1% 9.1% 9.1% 8.0% 8.7%

Source: Exhibit AMM-4, page 3 of 3
Excludes highlighted figures.
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McKenzie br+sv Growth Versus Value Line Projected BVPS Growth

Value Line
Avera Projected
br+sv BVPS
Company Growth  Growth
AGL Resources 4.6% 4.0%
Black Hills Kansas Gas Utility Com 6.0% 6.5%
Laclede Group 6.0% 6.5%
New Jersey Resources 6.5% 7.0%
NiSource, Inc. 6.9% 4.5%
Northwest Natural Gas 6.3% 4.0%
Piedmont Natural Gas 3.8% 5.0%
South Jersey Industries 11.3% 6.5%
Southwest Gas Corp. 7.0% 4.5%
WGL Holdings, Inc. 4.7% 3.0%
Average 6.3% S52%

Source: Exhibit AMM-4, page 2 of 3




Docket No. 14-BHCG-502-RTS
Exhibit JRW-14

GDP and S&P 500 Growth Rates
Page1of3

Growth Rates
GDP, S&P 500 Price, EPS, and DPS
GDP |S&P 500[Earningg Dividends]

1960{ 343.3] 358.11 3.10 1.98

1961 563.3] 71.55 3.37 2.04
1962 605.1)  63.10 3.67 2.15

1963 638.6] 75.02 4.13 2.35

1964 685.8] 84.75 4.76 2.58

1963 74371 92.43 5.30 2.83
1966 815.0| 80.33 5.4 2.88

1967 8617 96.47 5.46 2.98

1968) 942.5] 103.86 5.72 3.04
1969 1019.9F 92.06 6.10 3.24
1970 10759 92.15 5.51 3.1%

1971] 1167.8[ 102.09 5.57 3.16

1972 1282.4] 118.05 6.17 3.19
1973 1428.5] 9753 7.96 3.61

1974 1548.8] 68.56 9.35 3.72
1975 1688.9] 90.19 7.71 3.73

1976] 1877.6] 107.46 9.75 4.22

1977] 2086.04 95.10| 10.87 4.86

1978| 2356.6] 696.11 11.64 3.18

1979 2632.1} 107.94| 14.55 5.97
1980 2862.5) 135.76] 14.99 6.44

1981] 3210.9| 122,55 15.18 6.83

1982] 3345.0{ 140.64] 13.82 6.93
1983| 3638.1] 164.93] 13.29 7.12
1984 4040.7) 16724 16.84 7.83
1985 4346.7] 211.28}] 15.68 8.20

1986 4590.1| 242.17| 14.43 8.19

1987] 4870.2( 247.08] 16.04 9.17
1988 5252.6) 277.72( 24.12 10.22

1989) 5657.7] 353.40[ 2432 11.73

1990 5979.6f 330.22) 22.65 12.35
1991 6174.0] 417.09] 1930 12.97

1992] 6539.3| 435.71| 20.87 12.64

1993] 6878.7| 466.45] 26.90 12.69
1994 7308.7] 459.27] 3173 13.36
1995 7664.0) 61593} 37.70 14.17

1996 8100.2] 740.74] 40.63 14.89

1997] B608.5| 970.43| 44.09 15.52

1998 9089.1] 1229.23| 44.27 16.20

1999  96635.7| 1469.25] 51.68 16.71
2000| 10289.7{ 1320.28] 56.13 16.27

20019 10625.3} 1148.09( 38.85 15.74
2002] 10980.2] 879.82| 46.04 16.08
2003) 11512.2) 1111.91 34.69 17.88

2004] 12277.0| 1211.92] 67.68 19.41
2005 13095.4] 1248.29| 7643 22.38

2006/ 13857.9| 1418.30| 8§7.72 25.05

2007| 14480.3] 1468.36| 82.54 27.73
2008| 14720.3] 903.25| 65.39 28.05

20091 14417.9] 1115.10] 59.65 22.31
2010 14958.3( 1257.64| 83.66 23.12
2011 15533.8{ 1257.60| 97.05 26.02|Average

20121 16244.6] 1426.19] 102.47 30.44
2013] 16803.0f 1848.36] 107.45 36.28
Growth Rates 6.69 6.75 6.92 5.04 6.50

Data Sources: GDPA -http://research.stlonisfed.org/fred2/series/GDPA/downloaddat
S&P 500, EPS and DPS - hitp://pages.stern.nyu.edu/~adamodar/
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Long-Term Growth of GDP, S&P 500, S&P 500 EPS, and S&P 500 DPS
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oo iy PP o e =0 SEP SPOEPS == 4

S&P 500 DPS == S&P 500

S&P 500

S&P 500 EPS

S&P 500 DPS

Growth Rates

6.75%

6.92%

5.64%
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Panel A
Historic GDP Growth Rates
10-Year Average 3.9%
20-Year Average 4.6%
30-Year Average 5.2%
40-Year Average 6.4%
50-Year Average 6.8%

Calculated from Page 1 of Exhibit JRW-14

Panel B
Projected GDP Growth Rates

Projected
Nominal GDP
Time Frame Growth Rate
Congressional Budget Office 2014-2024 4.8%
Survey of Financial Forecasters Ten Year 4.9%
Energy Information Administration 2011-2040 4.5%

Sources:

http:/iwww. cbo.gov/topics/budget/budget-and-economic-outlook

http/iwww. eia.goviforecasts/aeo/tables ref.cfim Table 20

hitp://Awww. philadelphiafed. org/research-and-datalreal-time-center/survey-of-professional-forecasters/2014/surva114.cfm
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